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A Digest of the Revenue 


Act of 1937 


By W. H. Davipson 
(New York Office) 


The Revenue Act of 1937, the 
law to close loopholes, affects only 
a limited number of taxpayers. It 
takes the form of amendments to 
the Revenue Act of 1936. Except 
as otherwise noted, the amend- 
ments affect taxable years begin- 
ning after December 31, 1936. 


Domestic Personal Holding 
Companies 
Tax Rates 


Under the 1936 law the undis- 
tributed adjusted net income of 
personal holding companies was 
taxed at graduated rates ranging 
from 8 per cent. to 48 per cent. 
The tax under the 1937 law is 65 
per cent. of the undistributed net 
income not in excess of $2,000 plus 
75 per cent. of the amount in excess 
of $2,000. 

The exemption of 20 per cent. of 
the adjusted net income allowed in 
the 1936 law is eliminated. 


Classification of Income 


For the determination of whether 
a corporation is a personal holding 


company, the 1936 law did not in- 
clude rents in the personal holding 
company type of income. The new 
law includes rents, unless the rents 
constitute 50 per cent. or more of 
the gross income. The new law ex- 
cludes mineral, oil or gas royalties 
from the personal holding company 
type of income if they constitute 50 
per cent. or more of the gross in- 
come and if the deduction for 
ordinary and necessary expenses, 
salaries and rentals (other than 
compensation for services by share- 
holders) constitutes 15 per cent. or 
more of the gross income. 

The new law also includes the 
following items in the personal 
holding company type of income in 
addition to the items included under 
prior law: 

(1) Gains from future transactions 
in commodities other than cer- 
tain bona fide hedging transac- 
tions ; 

Income from estates and trusts 
and gains from the sale of inter- 
ests in estates or trusts; 

Amounts received as compensa- 
tion for the use of property where 
25 per cent. or more of the stock 


(2) 


(3) 
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of the corporation is owned by or 
for an individual entitled to the 
use of the property. This amend- 
ment was aimed at taxpayers who 
had incorporated their yachts or 
residences and then leased them 
from the corporation at a rental 
sufficient to take the corporation 
out of the personal holding com- 
pany class; 

Amounts received under con- 
tracts pursuant to which the cor- 
poration furnishes personal serv- 
ices, if some person other than 
the corporation may designate by 
name or description the individual 
to perform the services, or if the 
individual is designated in the 
contract, and amounts received 
from the sale or other disposi- 
tion of such a contract. This 
amendment applies only if the 
individual owns 25 per cent. or 
more of the stock of the corpora- 
tion. This amendment was in- 
tended to reach individuals with 
unique talents who formed cor- 
porations which contracted with 
them for their services at a mod- 
erate amount and then con- 
tracted out their services to others 
for a much higher amount. 


(4 


_— 


If a corporation is a personal 
holding company in one year be- 
cause 80 per cent. of its gross 
income is personal holding company 
income, the test for subsequent 
years will be 70 per cent. in lieu of 
80 per cent. until the expiration of 
three consecutive years in each of 
which less than 70 per cent. of the 
gross income is personal holding 
company income, or until a year 
when the stock ownership require- 
ments for personal holding com- 
panies do not exist. 


Stock Ownership 

In determining whether 50 per 
cent. of the stock is owned by not 
more than five individuals, if the 
effect is to make the corporation a 
personal holding company, an indi- 
vidual will now be considered as 
owning stock owned by his partner 
as well as his family, and securities 
convertible into stock will be treated 
as outstanding stock; a person will 
be considered to be the owner of 
stock if he has an option to acquire 
it. 


Limitations on Deductions 


In computing the adjusted net in- 
come upon which the personal hold- 
ing company surtax is levied, losses 
on the sale or exchange of capital 
assets will be deductible only from 
capital gains plus $2,000, as in the 
case of individuals. Contributions 
will be allowed only to the extent of 
15 per cent. of the net income. 
Taxes paid for prior years under 
Section 102, which imposes a sur- 
tax on corporations improperly ac- 
cumulating surplus, will not be 
deductible. 

The deduction of ordinary and 
necessary expenses and deprecia- 
tion, allocable to property owned or 
operated by the corporation, is lim- 
ited to the rent received for the use 
of the property, unless it is estab- 
lished that (1) the rent was the 
highest obtainable, (2) the property 
was held in the course of a business 
carried on for profit, and (3) there 
was reasonable expectation of profit 
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from the operation of the property 
or that it was necessary to the con- 
duct of the business. The limita- 
tion on the deduction of expenses 
was to prevent a personal holding 
company from charging expenses in 
excess of its income from the opera- 
tion and maintenance of yachts, 
residences, etc., against its invest- 
ment income. 


Retirement of Indebteduess 

The 1936 law allowed as a deduc- 
tion in arriving at the “undistrib- 
uted adjusted net income” of a per- 
sonal holding company ‘amounts 
used or set aside to retire indebted- 
ness incurred prior to January 1, 
1934, if such amounts are reason- 
able with reference to the size and 
terms of such indebtedness.” The 
Treasury promulgated regulations 
which are probably invalid, and con- 
strued the foregoing provision to 
apply only to “bonds, debentures, or 
similar obligations representing in- 
debtedness incurred prior to Janu- 
ary 1, 1934, for the purpose of 
raising capital, or assumed prior 
to that date in connection with 
the acquisition of capital assets 
by which such indebtedness is 
secured.” 

In the 1937 law the language is 
changed to read, “Amounts used or 
irrevocably set aside to pay or to 
retire indebtedness of any kind in- 
curred prior to January 1, 1934, if 
such amounts are reasonable with 
reference to the size and terms of 
such indebtedness.” The Report of 


the Senate Finance Committee 
states that ‘The insertion of the 
words ‘to pay’ and ‘of any kind’ are 
clarifying amendments to existing 
law, some controversy having 
arisen as to the intent of such law.” 
This statement appears to be a re- 
pudiation by Congress of the Treas- 
ury regulations issued under the 
prior law. 


Undistributed Adjusted Net Income 


The “undistributed adjusted net 
income” of a personal holding com- 
pany will now be computed as fol- 
lows: 

Net income, as defined in 

the statute (gross income, 

less allowable deductions) $..... 
Less: 

Federal income and ex- 
cess profits taxes other than 
this surtax, and other than 
taxes under Section 102 $.. 

Contributions up to 15 
per cent of net income, in 
lieu of regular corporate de- 
duction for contributions; 
and additional contribution 
deductions where estate of 
decedent is incorporated... 


Add: 
The excess of expenses 
and depreciation over cost 
of operation of property 
under certain circumstances...... 


Adjusted net income 
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Less : 
Dividends paid credit 
(without carry over) $.... 
Amounts paid or set aside 


to retire indebtedness in- 
curred before January 1, 
1934 Dae nx. 


Undistributed adjusted net 
income 


Foreign Personal Holding 
Companies 


Undistributed Net Income 


Under the new law stockholders 
of foreign personal holding com- 
panies must include in their gross 
income as a dividend their share of 
the undistributed net income of the 
corporation. This provision is of 
doubtful constitutionality. It ap- 
plies to any taxable years ending 
after August 26, 1937. 

A foreign personal holding com- 
pany must include in its gross in- 
come its share of the undistributed 
net income of any other foreign 
personal holding company in which 
it is a stockholder. 

The undistributed net income 
which must be included in the in- 
come of the shareholders is com- 
puted in substantially the same 
manner as the undistributed ad- 
justed net income of a domestic per- 
sonal holding company. 


However, 
no relief is granted for amounts 
used for the payment of indebted- 


ness. 





Holding Company Tests 

A corporation is a foreign per- 
sonal holding company if (1) at 
least 60 per cent. of its gross income 
from all sources, whether within or 
without the United States for the 
taxable year, is personal holding 
company income, i. e., the type of 
income (dividends, interest, etc. ) 
which determines whether a domes- 
tic company is a personal holding 
company, and (2) at any time dur- 
ing the taxable year more than 50 
per cent. of its stock is owned by not 
more than five individuals who are 
citizens or residents of the United 
States, referred to in the law as a 
United States group. All mineral, 
oil, or gas royalties are included in 
the foreign personal holding com- 
pany type of income. 

[f a corporation is a foreign per- 
sonal holding company in one year 
because 60 per cent. of its gross in- 
come is personal holding 


company 
income, the test for subsequent 


years will be 50 per cent. in lieu of 
60 per cent. until the expiration of 
three consecutive years in each of 
which less than 50 per cent. of the 
gross income is personal holding 
company income or until a year 
when the stock ownership test is not 
met. 

The same rules apply as in the 
case of domestic personal holding 
companies for determining stock 
ownership and for determining 
whether amounts receivable from 
personal service contracts or for the 
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use of corporation properties are to 
be treated as personal holding com- 
pany income. 
Information Returns 

Officers, directors and majority 
stockholders of foreign personal 
holding companies must file monthly 
returns furnishing information re- 
garding the stockholders of the cor- 
poration. Any person (attorneys, 
accountants, fiduciaries, banks, trust 
companies and financial institutions 
are specifically mentioned in the 
Act), who between December 31, 
1933, and November 24, 1937, has 
assisted or advised in the formation 
or reorganization of any foreign 
corporation, whether or not a per- 
sonal holding company, must file a 
return on or before November 24, 
1937, furnishing such information 
as the Commissioner may require by 
regulations, and any person so as- 
sisting or advising on or after 
August 26, 1937, must file a re- 
turn within 30 days. Willful fail- 
ure to file such returns is punish- 
able by fine and/or imprisonment. 
To determine whether one has actu- 
ally “assisted” or ‘‘advised” in the 
formation or reorganization of a 
corporation will not always be a 
simple matter and the vagueness 
and possible unreasonableness of 
the requirement may well raise ques- 
tion concerning its constitutional 
validity. 


Liquidation 


If a foreign personal holding 


company is liquidated after Decem- 
ber 31, 1937, 100 per cent. of the 
gain will be taxable to the share- 
holders regardless of the period of 
time the stock has been held, but the 
Commissioner may extend the date 
of liquidation to June 30, 1938, if 
it is impossible to liquidate before 
January 1, 1938. 


Tax Basis to Decedent's Estate 

One possible loophole remained. 
A taxpayer might still “cheat” the 
Government by dying. Since loop- 
holes are to closed—even to 
ghosts—the new law provides that 
the tax basis of stock or securities 
of a foreign personal holding com- 
pany passing at death shall be the 
fair market value at the date of 
death or the tax basis to the deced- 
ent, whichever is lower. 


be 


Losses from Sales or 
Exchanges 


Under the 1936 law no deduction 
was allowed for losses from sales or 
exchanges of property between 
members of a family and, except in 
the case of a liquidation, between an 
individual and a corporation in 
which the individual owns 50 per 
cent. of the stock. The new law, in 
addition, disallows losses on sales 
or exchanges between two personal 
holding companies if more than 50 
per cent. of the stock of each is 
owned by the same individual, be- 
tween a grantor and a fiduciary of 
a trust, between the fiduciary of a 
trust and the fiduciary of another 
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trust if the same person is a grantor 
with respect to each trust, and be- 
tween a fiduciary of a trust and a 
beneficiary of the trust. The law 
establishes rules for determining 
constructive stock ownership simi- 
lar to the rules relating to personal 
holding companies; i. e., an indi- 
vidual is considered as owning the 
stock owned by his family, his 
partner, etc. 


Unpaid Expenses and Interest 

Under the new law a taxpayer on 
the accrual basis will not be per- 
mitted to deduct any amount for 
expenses or interest owed to a per- 
son reporting on the cash basis un- 
less the amounts are paid within the 
taxable year or within two and one- 
half months after its close. This 
limitation applies only if the debtor 
and creditor are persons between 
whom losses on the sale or exchange 
of property would be disallowed 
under the section previously dis- 
cussed; i. e., an individual and a 
controlled corporation, members of 
a family, etc. 


Trusts 


A personal exemption of $1,000 
will not be allowed to a trust if the 


trust does not distribute all of its 
income, except amounts’ which 
under local law cannot be consid- 
ered as income and are not distrib- 
utable. 

There are stricter provisions in 
the new law for determining 
whether or not a trust is required 
to file a tax return. 


Nonresident Aliens 


Under the 1936 law a nonresi- 
dent alien individual, not engaged in 
business within the United States 
and having no place of business 
therein, was taxable at a flat rate of 
10 per cent. on periodical income 
from sources within the United 
States. The 1937 law provides that 
if such gross periodical income 
amounts to more than $21,600 for 
any taxable year, the individual will 
be taxable at the regular normal and 
surtax rates, but in no case may the 
tax be less than it would be under 
the prior law. Deductions are al- 
lowed from gross income to the 
extent that they are properly allo- 
cable to such income. The amend- 
ments do not apply to residents of 
Canada, who by treaty with that 
country are taxed at a flat rate of 5 


per cent. 
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Travels of An Accountant 
By WALTER A. STAUB 


When I embarked on the journey 
which took me to various parts of 
Europe during the past Summer— 
some being quite off the beaten track 
—I had no thought of writing an 
account of my travels. While in 
northern seas, however, I received a 
letter from a member of our organ- 
ization in which he wrote that he 
assumed this trip would form the 
basis of another instalment of the 
series of articles I wrote some years 
ago for the L. R. B. & M. JouRNAL 
on the travels of an accountant. It 
occurred to me that in writing the 
suggested article it might be of 
greater interest if the purely travel 
aspect of it were minimized and 
more attention were devoted to re- 
porting such impressions as I gath- 
ered concerning economic and re- 
lated conditions in the various 
countries which I visited. It should 
be borne in mind that my stay in 
each country was short and that the 
impressions gained were necessarily 
rather superficial, and that they 
might have been materially modified 
if there had been opportunity for a 
more exhaustive study of con- 
ditions. 


Iceland 


One of the lures of the cruise of 
the steamship “Reliance” was the 
opportunity to see Iceland, that out- 
of-the-way island lying just under 


the Arctic Circle, and some other 
parts of the far north. Iceland was 
reached after a week’s run from 
New York. Due to the influence 
of the Gulf Stream, it is not nearly 
the cold place which its name would 
indicate. In fact, Iceland ought to 
exchange names with Greenland, 
much of which is perpetually cov- 
ered with ice and where there is only 
a very small number of white people. 

Iceland has approximately 100,- 
000 inhabitants, of which some 
25,000 are in the capital city of 
Reykjavik. We had the best part 
of a day there and had the oppor- 
tunity both of getting a good view 
of the city itself and of making a 
short trip into the surrounding 
country. 

Iceland is of volcanic origin and 
is one of the few places where gey- 
sers and hot springs are to be found. 
Some of the hot springs are quite 
close to Reykjavik and practical use 
is being made of them. Pools of 
the hot water coming from the 
springs are used as outdoor laun- 
dries. Swimming pools, in which 
we saw children and young people 
bathing, are also supplied from this 
source. Water from the springs 
has been piped to a hospital and a 
high school for heating purposes 
and there is talk of extending this 
use still further. 

Due to the underlying volcanic 
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rock, the soil of the country is thin. 
There are no trees of any size and 
agriculture is limited to raising a 
modest supply of vegetables. Cod 
fishing is the principal industry, the 
fish being dried in large quantities 
for inter- 
related the world is today from an 


export. How closely 
economic viewpoint was indicated 
by the statement made to us that 
the civil war in Spain was seriously 
affecting the fishing industry in Ice- 
land. Ordinarily, it was stated, a 
considerable quantity of dried fish is 
shipped to Spain, but with the un- 
settled there 
have been greatly reduced. 

The Icelanders are a liberty lov- 


conditions exports 


ing and self-respecting people of 
culture, who celebrated a few years 
ago the institution of their parlia- 
ment a thousand years before. 
There is stated to be no poverty in 
Iceland, but one could not help 
thinking that a country which is de- 
pendent largely on a single industry 
such as fishing, in which the returns 
are at best only moderate, and which 
must import so largely the necessi- 
ties of life, including such common 
things as flour and lumber, must 
have some real economic problems 
to deal with and that there are very 
definite limits to the possibility of 
further raising the standard of life 
for the people of the island. 
Spitsbergen 
On the way from Iceland to 


Spitzbergen, which took some four 
days, we steamed as far north as the 


the Arctic Ocean 
Our farthest north 
Was approximately 565 miles from 
the North Pole. On this part of 
our journey we experienced the 
paradox of seeing the sun above the 
horizon night and day and yet hav- 
ing temperatures only a few de- 
grees above freezing, and this at a 


ice barrier in 
would permit. 


time when we were receiving radio 
reports of New York sweltering 
with the thermometer in the nine- 
ties. 

Spitzbergen is the most northerly 
part of Norway, which seems to be 
principally inhabited by some seals 
and numerous glaciers. Whether 
the seals are numerous enough to 
make them an economic asset to the 
country [ did not learn. Whale 
fishing was at one time an important 
industry there, as evidenced by the 
remains of a rude cemetery at Mag- 
dalena Bay (where we landed for 
a few hours) for whalers who had 
died there more than a century ago 
and by the monument which the 
Norwegian Government had erected 
to their memory a few years ago. 
That economic factors may have 
played a part in the tragic death of 
these men is indicated by the story 
told me—for the truth of which I 
cannot vouch—that their death was 
due to a pitched battle between the 
crews of competing whaling vessels, 
both of which wanted to use the 
same place as their base of opera- 
tions. 

The evening of the same day we 
landed for some hours at King’s 
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Bay. Here we saw the remains of 
the hangar which the Italian, Gen- 
eral Nobile, used for the dirigible in 
which he made his North Pole air 
flight. The distinguished Norwe- 
gian explorer, Raold Amundsen, 
and our own Admiral Byrd also 
used this place as a base of opera- 


tions for their Polar flights. A coal 
deposit had been worked here, but 
operations had apparently been 


abandoned several years ago, for the 
mining construction and equipment 
were ialling into decay. Obviously 
in a time when there is an excess of 
coal-producing capacity in regions 
where costs of production and trans- 
portation are much lower, an opera- 
tion in Spitzbergen could hardly ex- 
pect to be successful. It looked to 
me as though it might have been 
started during the World War 
when, as in the case of our own 
country, much coal land was opened 
up which, because of remote loca- 
tion or other high-cost factors, 
would otherwise not have been de- 
veloped for years to come. 


North Cape 

A call at Hammerfest, the most 
northerly city in Europe, followed. 
This is an important center for the 
production of cod liver oil and of 
dried fish. Also it is the place where 
tourists buy polar bear skins. The 
polar bear is a much more coy ani- 
mal than the black or grizzly bears 
in Yellowstone Park, for none of 
them were seen by us in Spitz- 
bergen. 


Late in the evening we landed at 
the North Cape and climbed its 
thousand feet of height so as to be 
able to view the midnight sun from 
its summit. The weather was per- 
fect, with the sun shining brightly 
and as high in the heavens at mid- 
night as it is at about ten o’clock in 
the morning in New York. 


Norway's Fjords and Cities 

From the cold north we worked 
our way down the picturesque Nor- 
wegian coast. The first appearance 
of grass and wooded mountainsides 
brought us into a new world of 
beauty and charm. Fishing, we 
were told, was still an important 
activity of the people farther south, 
but some farming, and more espe- 
cially dairying and cheese-making, 
are combined with it. High up on 
the hillsides were well-kept farm- 
houses, which testified to the neat 
and orderly habits so characteristic 
of the Scandinavian peoples. All 
we saw of the Norwegians, Swedes, 
Danes and Finns commended them 
to us as people of culture, friendli- 
ness, industry, and sturdy inde- 
pendence. 

Shipping is also an important 
Norwegian economic activity. 
While abroad, I noted from an ar- 
ticle in a recent issue of Foreign 
Affairs that, in spite of the rela- 
tively small size of Norway, it has 
one of the larger mercantile marines 
of the world. 

We were ashore in three Nor- 
wegian cities, Trondheim (the an- 
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cient capital), Bergen and Oslo (the 
present capital). All of them are 
beautifully located, are interesting 
architecturally, and, so far as one 
could judge from surface indica- 
tions, are reasonably prosperous at 
the present time. From such oppor- 
tunity as I had for inquiry on the 
subject, I gathered that Norway 
had done quite as well as could have 
been expected during the depression 
and had coped with its problems 
just about as intelligently and effec- 
tively as its neighbor, Sweden, is 
credited with having done for its 
people. 
Sweden 

We made a break in our sea voy- 
age by going from Oslo to Stock- 
holm, the capital of Sweden, by 
automobile. As we saw the well- 
kept Swedish farms and the type of 
buildings on them, we could readily 
understand where the Swedish set- 
tlers in Minnesota and other of our 
Western States had gotten the pat- 
tern for their farms. 

One got the impression in Sweden 
of a reasonable degree of well being 
on the part of the people generally. 
Sweden seems to have preserved a 
happy medium between an endeavor 
on the part of the government to 
further the welfare of the common 
people and to ameliorate the hard- 
ships of the working classes result- 
ing from the depression, and an 
avoidance of measures running to 
an idealistic but impractical ex- 
treme. Such measures tend to 


bring new problems in their wake 
so that the cure sometimes seems 
worse than the disease. Also, one 
has the impression that in Sweden, 
as in Switzerland, despite a strong 
Socialist party, widespread class 
hatred has been avoided. Whether 
it be in Europe or in America, 
nothing has been gained by the at- 
tempt in certain countries to array 
class against class. 
Russia 

I can best preface my comments 
on Russia by quoting some com- 
munications in verse between the 
Tax Department of our New York 
office and myself. Among the books 
which good friends sent to the ship 
to aid us in pleasantly whiling away 
the hours was one from the men of 
the Tax Department entitled / 
Photograph Russia, by James E. 
Abbe. It was accompanied by the 
following verse : 
You're sailing for a foreign clime, 
To be away for quite some time; 
And so that you and your’s may share 
The Wonders of the Russian Bear 
The Tax Department here encloses 
A book on Russian “these and thoses.” 
To which they add with one acclaim 
“Bon Voyage” and “Aufwiedersehen.” 


[ found the book of absorbing in- 
terest, both for its rare photographic 
content and for the resourcefulness 
with which many unusual pictures 
had been obtained. After my ex- 
perience in being barred from going 
ashore to see either Leningrad or 
Moscow, both of which were in my 
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itinerary, I sent the following com- 
munication to our Tax Department: 


A REPORT TO THE TAX 
DEPARTMENT 


(in blank-ety blank verse) 


And now, having spent some time 
Amid the wonders of a foreign clime, 
I report that the Russian bear 
Just didn’t want me there. 
To my passport he took exception— 
Perchance he feared I'd start an 
surrection— 
And so to me he said, 
“You stay aboard ship, and instead 
Con ‘I Photograph Russia,’ which the 
kind men 
Of the Tax Department sent, and then 
Of Russia you'll know more 
Than if you had been ashore.” 


W. A. 


n- 


n 


Written at Lucerne, 
Switzerland (one country 
which has not yet recog- 
nized Soviet Russia), 
August 21, 1937. 


The objection to my passport 
seemed absurd in the extreme— 
especially in the light of the fact that 
[ had not the slightest difficulty in 
using it subsequently to enter Den- 
mark, Germany, Austria, Switzer- 
land, France, and England. I made 
every effort to overcome the objec- 
tions to my entry, taking up the mat- 
ter repeatedly with the Russian offi- 
cials on board the ship, without 
whose permission no one could leave 
the ship, and seeking to have them 
take me before their chief in his 
office ashore; cabling to our Wash- 
ington office to take up the matter 


with our State Department ;* tele- 
graphing to the United States Em- 
bassy in Moscow; and, finally, when 
Ambassador Davies’ beautiful 
yacht, the “Sea Cloud,” came into 
Leningrad harbor and anchored 
just ahead of our ship, writing a 
letter to him with a statement of the 
facts and a request for the use of 
his good offices. Within a few hours 
of the delivery of the letter to the 
Ambassador’s yacht one of his sec- 
taries, who spoke Russian fluently, 
came aboard to see me, looked at my 
passport, assured me that the excep- 
tions to it were absurd, and went 
into session with the Russians, but 
his efforts both on that day and the 
one following (the last of our stay 
in Leningrad harbor) were unavail- 
ing, and we finally sailed without my 
having set foot on Russian soil. I 
was informed that in the case of a 
couple (not on our ship) who had 
been excluded, and who were per- 
sonal friends of the American Am- 
bassador or his wife, his efforts to 
have them permitted to enter Russia 
were likewise unavailing. The en- 
voy of a capitalistic country evi- 
dently isn’t the recipient of many 
courtesies in a communistic land! 
Lawrence Tibbett, the noted opera 
singer, was a guest on the Ambassa- 
dor’s yacht and one evening came 
alongside our ship but, on endeavor- 
ing to come aboard to visit and see 
*T learned after my return to America that 
the Secretary of State had cabled our Embassy 
at Moscow to urge facilitating of my landing, but 
that effort was as unavailing as the others. The 
briefness of our ship’s stay in Leningrad harbor 


naturally added to the difficulty of getting the 
desired landing permission. 
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the ship, the Russians refused to al- 
low him to do so. I suppose Mr. Tib- 
bett was considerably mystified as 
to just how his proposed friendly 
visit, which would have been greatly 
welcomed by our passengers, might 
be injurious to Russian interests. 

A number of other passengers on 
our ship were denied permission to 
land, no reason being given in any 
of their cases for the exclusion. In 
some cases in which a married 
couple were traveling on the same 
passport, the husband was _per- 
mitted to land and the wife was 
denied such permission. The case 
of four members of one family trav- 
eling on one passport, namely, 
father, mother, a son about fifteen 
years of age and a daughter about 
thirteen years old, was particularly 
strange. The father and boy were 
permitted to land but the mother and 
girl were excluded. It was stated 
that in the case of a family of three 
on one of the other ships touching 
at Leningrad this summer the par- 
ents were both excluded and their 
daughter, aged about thirteen, 
would have been permitted to land; 
obviously the parents did not permit 
her to do so. 

A number of the personnel of our 
ship were also not permitted to land 
—likewise without any reason be- 
ing given for their exclusion— 
among them the cruise director and 
one of the assistant pursers. One 
of the assistants to the cruise direc- 
tor, after having been permitted to 
land and while in Leningrad with 


one of the sightseeing parties, was 
traced by the Russian police, 
brought back to our ship in a few 
hours, without any reason being 
given, and was not permitted to land 
again. 

We learned while at Leningrad 
that the other ships which touched 
there this summer, including the 
“Franconia,” ‘“‘Kungsholm” and 
“Rotterdam,” had like experiences, 
the number excluded being over 
thirty on some of the ships. In those 
cases, too, no reason for the exclu- 
sion was given. I[ was informed 
that in prior years exclusions of 
tourists were very few indeed. To 
me it seemed as though this year’s 
large number of exclusions* was 
related to the mysterious events tak- 
ing place in Russia for some months 
past, including the execution of nu- 
merous army generals and other 
officials in high places. There is un- 
questionably something going on in 
Russia of which the full significance 
is not yet known outside that coun- 
try—and doubtless to only a few 
inside it. Either there is a great 
deal of dissatisfaction in high 
circles, and among the common 
people as well, which has led to plot- 
ting for a change of regime, or 
Stalin has, under the strain of years 
of aloofness and constant fear of 
assassination, developed a persecu- 
tion complex which finds its expres- 
sion in widespread murder—for 
that is all it is in substance, quasi- 


on a ship touching 


fifty tourists were 























Travels of an Accountant 13 





legal though it may be in form—of 
those who hold high positions and 
whose influence he fears because of 
his suspicions. From surface indi- 
cations it would seem as though the 
pressure in the boiling kettle must 
be getting quite intense and that 
some of these days the lid is likely 
to blow off. 

Tourists in Russia are under close 
supervision and are seldom allowed 
to get very far away from the guides 
assigned to them by “Intourist,” the 
Russian travel agency. One couple 
among the passengers on the “Re- 
liance’ (an officer of a bank in 
Nebraska and his wife) while in 
Moscow were arrested for photo- 
graphing some people on the street 
in such a way as to show the piti- 
fully inadequate footwear the great 
majority of the people had on. They 
were denounced to a policeman by a 
Russian woman and, in spite of the 
mediation of an Intourist guide who 
happened to be near at hand, were 
haled to a police station, where they 
spent an hour and a half before they 
Their films, after 
being developed, were confiscated. 
Evidently Mr. Stalin did not wish 
the outside world to see how his 


were released. 


highly regimented “children” are 
shod! 
All those ashore in 


either Leningrad or Moscow agreed 


who were 
that the appearance of the people 
generally They 
were poorly clad and almost invari- 


was depressing. 


ably had a look of hopelessness on 
their faces which seemed to be a re- 


ection of the combination of the 
low standard of living obtaining in 
the country and of the atmosphere 
of repression and regimentation in 
which the Bolshevist masters of 
Russia appear to have outdone their 
Czarist predecessors. Certainly very 
few would be prepared to hold a 
brief for the Czarist rulers of Rus- 
under whom the lot of the 
common people was very bad, and 
yet the possibility of the common 
man getting anywhere by industry 
and intelligent effort appears to be 


sia, 


still more hopeless under the present 
regime. Under the Czars there were 
peasants who by hard work and per- 
sistent effort did get to a place where 
they owned some land and as “‘ku- 
laks’’ were reasonably prosperous 
farmers. In the present state of Rus- 
sia that seems no longer possible. 
In the days of the Czars the man or 
family who could get together the 
price of traveling to some seaport in 
the lowest class of railway accom- 
modation, and then go in the steer- 
age to America or some other coun- 
try, was permitted to do so. Now 
it is almost impossible for any ordi- 
nary person in Russia to emigrate. 
One of the officers on our ship ex- 
pressed the interesting opinion that, 
although ostensibly the Russian 
passport control on ships visiting 
Russian ports was for the purpose 
of supervising the tourists coming 
from abroad and keeping out those 
who might seem undesirable, the 
real purpose was to prevent any of 
their own citizens from smuggling 
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themselves on to the ships and get- 
ting out of the country. 

One of the things on which a 
number of our passengers com- 
mented was the considerable num- 
ber of women who were doing very 
strenuous labor work on the streets 
and roads, on the railroads, on 
building operations, and elsewhere. 
It seemed strange that in a country 
where there is so much male labor 
available as in Russia, and where 
there is supposed to be no leisure 
class, it should be necessary also to 
use the women to so large an extent 
for manual labor. Perhaps it is ac- 
counted for in part by the large 
number of men in the army—the 
standing army of Russia is reported 
to be anywhere from 1,000,000 to 
1,300,000 men—and in the exten- 
sive espionage system. The army 
is supposed to get preferential treat- 
ment with respect to food, clothing, 
etc., so that there may be no doubt 
of its loyalty to the existing regime. 

One subject of comment by pas- 
sengers, based on either personal 
observation or on inquiry of guides 
and any others with whom they 
come in contact ashore, was the 
high cost of living in Russia. Cloth- 
ing, for instance, is especially high 
priced in relation to incomes. One 
complicating factor is the artificial 
level at which the ruble is main- 
tained for domestic purposes, viz., 
approximately five to the dollar, 
whereas “bootlegging” of rubles 
goes on at a rate of thirty, or even 
more, to the dollar. 


That the government is no longer 
keeping up any pretense of a simon 
pure socialistic or communistic state 
is evident from the fact that grada- 
tions of salaries and wages obtain. 
The highest salary of which I heard 
—though there are probably higher 
ones in certain circles—was 1,000 
rubles per month. As contrasted 
therewith, wages of 100 to 200 
rubles per month were spoken of. 

Inquiry as to the possibility of 
any saving or accumulation out of 
earnings brought the reply that sav- 
ing was possible and “‘investment”’ 
thereof in things for personal use, 
for example, a dwelling or an auto- 
mobile, but not in facilities for pro- 
duction, for example, a_ factory 
building or machinery. 

Productive facilities may be 
owned only by the government. 
Apparently, any property capable of 
producing income was of the “‘ver- 
boten” type, so that an apartment 
house building could not be privately 
owned because the income would be 
derived by charging rents to work- 
ers. On the whole, aside from the 
economic conditions generally being 
such as to make any material amount 
of saving impossible, the oppor- 
tunity or incentive therefor would 
be most limited. 

Quite a number of buildings had 
been started in Leningrad and ap- 
parently were abandoned long before 
they were completed, as the scaf- 
folding had evidently been exposed 
to the weather for a long time. In 
Moscow apparently this was not 
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true, at least not to the same ex- 
tent. Possibly, when the capital was 
moved from Leningrad to Moscow 
the efforts for civic development, 
which were a demonstration of what 
the Bolshevist regime might or 
could accomplish, were centered in 
Moscow. 

From what I could observe of 
harbor activities during the four 
days we lay at the pier in Lenin- 
grad, it did not appear to me there 
was any great quantity or variety of 
export trade. Such as it was seemed 
to consist very largely of the ship- 
ping of wood, which I was informed 
had been brought down from the 
forests and would be used by other 
countries for making paper. The 
grain export trade I assume is 
handled through the ports on the 
Black Sea. 

From all I have been able to piece 
together from hearing the observa- 
tions of quite a number of people 
who have been in Russia for shorter 
or longer periods, and from reading 
the reports of those who have spent 
long periods in the country,* I get 
the impression that the economic 
plight of the people of Russia has 
certainly not been relieved by the 
fumbling and experimentation of 
the Bolshevists and their attempt to 
change a country naturally an agri- 
cultural one into an industrial one in 
an exceedingly short period of time 
and without the possibility of ade- 

*One of the most informing books which I 
have read in the last several years is Russia’s 
Iron Age. by William Henry Chamberlain, who 


was the Christian Science Monitor's correspond- 
ent in Russia for twelve years. 





quate 


The 


therefor. 
effort has simply added to the eco- 
nomic confusion of the present time, 
not merely in Russia but in Europe 


preparation 


as a whole. A much more effective 
program, it would seem, would have 
been the development of improved 
methods of agriculture, increased 
export of grain, and the importa- 
tion of agricultural and auxiliary 
machinery manufactured in those 
countries which have demonstrated 
their capability for successful in- 
dustrial performance. 


Esthonia and Finland 


The day before we reached Len- 
ingrad we spent some hours in 
Tallinn, formerly known as Reval, 
and now the capital of Esthonia. 
Immediately after leaving Lenin- 
grad we spent the best part of a day 
in Helsingfors, the capital of Fin- 
land. Both of these countries had 
for a century or more been a part of 
Russia but succeeded in securing 
their independence after the Revo- 
lution of 1917. Nothing could give 
one a more convincing demonstra- 
tion of the terrible mess which the 
Bolshevists have made in Russia 
than the contrast between condi- 
tions there and those in Esthonia 
and Finland. 

Esthonia is not rich in natural re- 
sources, and the standard of living 
among the common people is obvi- 
ously a modest one. On the other 
hand, one is favorably impressed 
with the appearance of the city of 
Tallinn, the cleanliness of the 
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streets, the well-kept buildings and 
the appearance of the people. 

Helsingfors appears to be a most 
progressive city, a great deal of 
building has been done since the war 
—perhaps there has been some over- 
building, accounting in a measure 
for the low level of the Finnish 
mark—and the country is appar- 
ently well governed. The new Par- 
liament building in Helsingfors is 
one of the most interesting and 
attractive buildings architecturally 
which we saw on our entire journey. 
Of course, any American should 
find Finland not only interesting but 
on a high plane of civic integrity. 
It is the only country, I believe, 
which has consistently met pay- 
ments falling due on its debt to the 
United States. I have a warm re- 
gard for a country like that which 
manages to meet its obligations 
right through the years of depres- 
sion. It is a refreshing contrast to 
the performance of other European 
nations indebted to the United 
States, many of which would appar- 
ently be better situated to make some 
payments than Finland. 


Danzig 

Our call at the free city of Danzig 
interested me principally for two 
reasons. One was the opportunity 
to see the seaside resort of Zoppot, 
near Danzig, and the other to see 
how all over both Zoppot and Dan- 
zig the Swastika flag of Germany 
was displayed in large numbers, de- 
spite the fact that Danzig is not part 


of the German Empire at the pres- 
ent time but is supposed to be a free 
state. It was obvious that Nazi influ- 
ence there was exceedingly strong, 
and one could not help wondering 
whether one of these days Hitler 
will not formally incorporate Dan- 
zig in the German Empire, with no 
more effective resistance by the for- 
mer allied powers than they offered 
when he remilitarized the Rhine- 
land. To be sure, Poland might 
object to this procedure, but, on the 
other hand, the importance of Dan- 
zig as a port for Poland has greatly 
diminished since the development of 
Gdynia. This is a new port estab- 
lished in recent years by the Poles 
through which a considerable part 
of their ocean-borne trade now 
flows and which perhaps was con- 
ceived with the thought that it was 
too much to hope that Danzig, with 
so much Germanic influence natu- 
rally obtaining there, would remain 
separated from the German Reich 
indefinitely. 

Our stay in Danzig was so short 
that there was very little opportu- 
nity to form any impression as to 
economic conditions there. The 
large numbers of people at its sea- 
side resort seemed to indicate at 
least a fair degree of well being. 


Denmark 


Copenhagen, the capital of Den- 
mark, was our last port of call, as 
we left the ship there (instead of 
going on to Hamburg) in order to 
have several additional days for 
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Continental travel. It was the last 
the Scandinavian countries 
we visited. Although we 


of 
which 
were there only two days, every- 
thing we saw in Copenhagen and the 
surrounding country, to which we 
took an automobile trip, the con- 
tacts which we had with the people 
in the shops, and all that we ob- 
served of the intelligent, neat and 
industrious appearance of the peo- 
ple, their fine public buildings, and 
well-kept homes, put Denmark right 
up in front with the other Scandi- 
navian countries as being among the 
finest peoples in Europe. Denmark 
have very real 
progress in overcoming the eco- 
nomic difficulties which the depres- 
sion brought to her, and our im- 
pression was that it was among the 
few countries in Europe in which 
we would care to live under the ex- 
isting conditions. 


appears to made 


Germany 


It seems rash to express any 
opinion at all about Germany, in 
view of our very short time there, 
and that spent entirely in Berlin. 
However, numerous contacts there 
did impressions, 
though, of course, how correct they 
are, I cannot tell at this time. When 
I was there in 1934 I could not help 
feeling that the country was facing 
very 


lead to some 


serious economic problems 
which it seemed to me were liable to 
get worse before they got better. 
With the foreign exchange difficul- 
ties in which Germany was already 


immersed at that time, I got the im- 
pression that the problem of get- 
ting adequate supplies of raw ma- 
terials would become increasingly 
difficult. So far as I could form 
any impression at this time, it 
seemed to me that the difficulty was 
even greater now than it was three 
years ago, and that it had been ac- 
centuated by the rearmament pro- 
gram. 

[ learned that, while it may be dif- 
ficult for people outside Germany to 
do business there in respect of ordi- 
nary commodities on account of the 
tremendously involved currency sit- 
uation in Germany, nevertheless if 
the articles were of a kind that the 
Army felt it had to have, then every- 
thing was cleared for the import of 
such articles and payment therefor. 
Obviously this must react unfavor- 
ably on the situation affecting the 
importation of other articles, no 
matter how necessary they might 
otherwise seem for the maintenance 
of the standard of living of the 
people. 

[ heard less talk in Berlin about 
possible war than one hears in New 
York. So far as the German people 
are concerned, I believe that outside 
of that relatively small group of very 
young folks who might be carried 
away by romance and glory, the 
German people wish anything but 
war. So far as its military leaders 
are concerned, from what little 
came to my ears, I think they are 
vell aware of the difficulty of Ger- 

many winning out if she inadvisedly 
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precipitated a war. Unless there are 
some of those untoward incidents 
which can precipitate a war in spite 
of the best efforts of the wisest 
leaders, I question whether there 
will be a general European war in 
the very near future. 

It is true that Hitler has done 
some very successful bluffing and 
might feel compelled to go ahead if 
at some time his bluff is called. Also, 
[ found that outside of Germany 
there seemed to be more concern 
about the possible actions of some 
of those by whom he is sur- 
rounded than about Hitler's own 
considered actions. However, con- 
sidering all of the inflammable ma- 
terial lying around and with such 
spirits as Mussolini, Hitler and 
Stalin exercising dictatorship over 
hundreds of millions of people who 
have little or nothing to say about 
what their government shall do, it 
would be a rash man who would 
attempt to do very much prophesy- 
ing as to what may develop in 
Europe in the near future, let alone 
for the long pull. 


Switzerland 


It was pleasant to revisit this 
little mountain country and to 
reestablish the contacts of former 
years. We spent in all about two 
weeks in Switzerland and those with 
whom I had opportunity to talk 
about conditions, included, among 
others, a friend connected with one 
of the large Swiss banks, a Swiss 
accountant with whom I became 


acquainted when he attended the 
International Congress on Account- 
ing held in New York in 1929, an 
officer of an important Swiss busi- 
ness concern with American inter- 
ests which our firm has the privilege 
of serving, and quite a number of 
other people in various circles. I 
had perhaps a better basis for form- 
ing impressions as to conditions in 
Switzerland than in any of the other 
countries which [ visited this sum- 
mer. 

The tourist season has been a 
very good one this year, so that both 
hotels and railroads have done bet- 
ter than usual. Although the tour- 
ist trade is by no means Switzer- 
land’s only industry, it does make a 
sizable contribution to the national 
economy. The Swiss railroads, 
which are largely government own- 
ed, have shown large deficits for a 
number of years. The combination 
of a good tourist season this year 
and most strenuous efforts to reduce 
expenses has very materially re- 
duced the deficit this year and this 
will be helpful to the national 
finances. On the other hand, Swit- 
zerland’s national debt is being in- 
creased by an armament program. 

Switzerland has taken seriously 
the discussion which has been going 
on for several years past in that 
part of Europe as to whether, in 
view of the very strong line of de- 
fense known as the Maginot line, 
which has been constructed by 
France along the Franco-German 
border, Germany would not give up 
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the thought of again attempting to 
go through Belgium the next time 
there was war between France and 
Germany, and would go around 
the end of the Maginot line, through 
the northwestern corner of Switzer- 
land, to invade France. Also, the 
actions of the Hitler regime includ- 
ing, doubtless, the remilitarization 
of the Rhineland, in spite of the pro- 
visions of the Versailles Treaty, 
have given Switzerland much con- 
cern, and the government there fi- 
nally came to the same conclusion 
as that reached by Great Britain, 
namely, that increased armament is 
a necessary step in the protection of 
the country’s interests. Switzerland 
has therefore raised a large loan by 
popular subscription and is busily 
engaged in modernizing its army 
equipment, in strengthening its bor- 
der defenses, and doubtless in im- 
proving and extending its aircraft, 
all for the purpose of opposing any 
attempt by a foreign power to cross 
Switzerland in an endeavor to reach 
another country for the purposes of 
invasion. Just as the protection of 
its neutrality during the War put a 
very heavy financial burden on Swit- 
zerland, although it was not actually 
engaged in the combat, so this heavy 
expenditure for preparedness at this 
time is a serious financial burden 
for a country which has almost no 
national resources other than water 
power. However, unemployment is 
considerably reduced, the devalua- 
tion of the Swiss franc has helped 
export trade for the moment, and 


unless living costs rise too rapidly 

[ believe the country will continue to 

improve its economic position. 
France 

As we all know from the foreign 
dispatches in our newspapers, 
France has been in a state of unrest 
for the past several years. We have 
been accustomed for so long to think 
of the French as a very conservative 
people, with the French peasant and 
his savings bank sock as a symbol 
of stability, that it has been a shock 
to many of us to learn of the appar- 
ently strong Communistic element 
and of the great labor unrest in the 
cities. 

In the endeavor to meet the de- 
mands of labor, the forty-hour week 
appears to have been pretty gener- 
ally established. This has caused 
the question to arise both in and out 
of France as to whether the country 
can stand so radical an economic 
shift without pretty serious results 
following for at least a considerable 
time. So far as I could sense the 
situation, it seemed to me that the 
unrest which had been quite marked 
earlier in the summer had become 
somewhat allayed and that there 
seemed to be a disposition to get 
back to work. 

Labor agitators seem to lose sight 
of the fact that in the final analysis 
wealth can come only from the pro- 
duce of the ground and of labor, and 
that too great concentration on the 
thought of redistribution of exist- 
ing wealth, as contrasted with pro- 
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ducing wealth so that there may be 
more to distribute, has a tendency 
merely to reduce everyone to the 
lower level rather than to raise 
those on the lower level to a higher 
one. It is certainly a fundamental 
principle of economics and of social 
science that the only way finally to 
raise the standard of living is to pro- 
duce more of the things 
people need. 


which 


It is a disturbing thing to have 
heard emphasized so much in the 
last year or two that French poli- 
ticians are a rather corrupt lot. One 
would have thought that we had 
more or less a monopoly of that in 
America; certainly all the fingers 
both in and out of our own country 
have pointed in our direction for a 
long time, but, if one may believe 
what one hears on the other side, 
the French politician is just as self- 
seeking and just as much concerned 
about feathering his own nest, re- 
gardless of the welfare of the coun- 
try at large, as our most accom- 
plished American politicians. It also 
appears that when it comes to bal- 
ancing the budget, which is so essen- 
tial to the financial soundness of the 
country, the disinclination of poli- 
ticians to face facts and to take the 
necessary action is just as noticeable 
as in our own case. When all is said 
and done, however, it would seem 
that at heart France must be sound 
and that with her backbone of a 
hard-working peasantry, which has 
a real stake in the country, and with 
a considerable portion of her people 


having at least a modest accumula- 
tion of capital in one form or an- 
other, there ought to be no question 
of France eventually pulling out of 
her difficulties. 


England 

As the years have gone on, and 
I have seen more and more of the 
English people, and have repeat- 
edly visited their country—though 
I am sorry to say for only a very 
short time on each trip—I have 
come to have ever increasing regard 
for the British. They have been 
accused of all kinds of things, in- 
cluding stupidity and a lack of 
humor. They have a way of mud- 
dling through, however, which be- 
cause of its usually reaching a suc- 
cessful result indicates to me that it 
is a good bit more than mere mud- 
dling. To be sure, they are pretty 
successful in looking out for their 
own interests and in increasing their 
possessions, as witness the fact that 
they control about two-thirds of the 
earth’s surface. Despite the terrific 
financial blows suffered during the 
War, leading to an impression that 
New York would in future be the 
financial capital of the world, Lon- 
don again occupies that position. By 
their skillful manipulation of cur- 
rents of trade during the depression 
so as to bring within the Empire a 
good bit of trade which formerly 
had been carried on between Britain 
and other members of the Empire 
with non-Empire countries, and by 
trade treaties with 


other 


various 















































countries, Britain considerably im- 
proved her position both for the im- 
mediate present as well as for the 
future. To be sure, that made the 
situation much harder for some of 
the other countries, including our- 
selves, which lost trade to the Brit- 
ish Empire which had formerly been 
theirs. 

Labor has played the game in 
Britain in a way that might well be 
alesson to us. Of course, the trade 
union has had a recognized standing 
in England for a much longer time 
than has been the case with us. The 
question may well be raised whether 
those industrial leaders in America 
who have opposed the development 
of labor unions have followed a 
wise policy. Perhaps we might have 
headed off some of the problems we 
have today had there been more 
intelligence and cooperation in the 
contacts between industrial leaders 
and labor unions in our country in 
past years. 

On the other hand, we seem to 
have been cursed in our labor circles 
with somewhat of that same mani- 
festation of selfish politics which 
has been a blight upon our civic 
affairs. We seem to have suf- 
fered from a development of the 
labor racketeer to a degree of which 
our British cousin has known little 
or nothing. Were there a convic- 
tion of sincerity on both sides and a 
desire to cooperate, it ought to be 
possible for capital and labor to get 
along amicably and effectively with 
each other. It does seem to have 





Travels of an Accountant 


been accomplished to a very consid- 
erable extent in Britain, and it is to 
be hoped that we shall likewise make 
progress in that direction. 

The effectiveness of the British 
civil service makes one yearn to 
have something of the same kind in 
our governmental organization in 
America. | am encouraged to look 
for this eventually because my read- 
ing of English history indicates 
that at one time politics in Britain 
were saturated with the pursuit of 
pelf and position to just as great an 
extent as is our unfortunate plight 
today. 

As one learns what Britain has 
done during the depression to cope 
with the economic storm, one finds 
that the policy there has not been 
wholly one of laissez faire, though 
the interference of government in 
business has not been anything like 
as extensive as on this side of the 
ocean. The building boom in 
Britain, of which we have heard 
much, was aided by the government 
by loans at a moderate rate of inter- 
est. In many other respects the 
government did a good bit more to 
try to stimulate economic recovery 
than in earlier depressions. 

One of the problems which 
Britain has before her, and which | 
found to be in the minds of thought- 
ful people there, is the aftermath of 
the stimulus which business is now 
enjoying by reason of the extensive 
rearmament program. It is not 
clear how the plant facilities which 
will be devoted to or constructed for 
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the carrying through of all this re- 
armament work are going to be util- 
ized after the major portion of the 
program is completed, nor how 
those employed on armament proj- 
ects will be switched over to ordi- 
nary peacetime industrial activi- 
ties. Will the transition be another 
one like the postwar economic up- 
set? On the other hand, even with 
all the cost which it will entail, I 
found among many thinking people, 
not only in England but also on the 
Continent, the feeling that the re- 
arming of Britain was one of the 
most hopeful contributions toward 
the maintenance of peace in Europe. 
A strong Britain will be in a posi- 





tion to enforce its views and to dis- 
courage aggression by bellicose pow- 
ers which might otherwise defy 
Britain or brusquely reject its peace 
efforts. 

Someone has said that “the best 
part of going away is coming home 
again.” Without wishing to dis- 
parage any foreign country or its 
people, I felt this in full measure as 
I set foot again in our own country. 
We have plenty of unsolved eco- 
nomic problems here, but I have 
every confidence that we shall by 
intelligence, patience and coopera- 
tion find solutions for them as time 
goes on. 
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Revenue Act of 1937 


The Revenue Act of 1937 was the 
result of President Roosevelt's mes- 
sage to Congress earlier in the year, 
alleging widespread evasion, or le- 
galistic avoidance, of income tax. 
Various practices were described 
which were made the basis of a claim 
that remedial income tax legislation 











was required. Public hearings were 
held which, although they naturally 
attracted attention, because the 
names of some prominent persons 
were mentioned as having resorted 
to complicated tax-saving devices, 
somehow or other didn’t strike the 
fire that had apparently been ex- 
pected. 
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It may well be questioned whether 
any new legislation was needed to en- 
able the Treasury to reach most of 
the cases disclosed in which taxpay- 
ers had avoided tax by devious and 
inequitable means. It 
that the 
exhausted the resources of existing 
laws before adding still further to 
the complexity of our federal in- 
which appears to 
been one of the principal re- 
sults of the enactment of the Rev- 
enue Act of 1937. Certainly, the 
decisions of the United States Su- 
preme Court during the past decade 
have on the whole given little 


would seem 
Treasury might well have 


come tax laws, 


have 


com- 
fort or encouragement to those re- 
sorting to highly artificial set-ups in 
the endeavor to avoid or unduly 
minimize the taxes which the law 
intended should be paid. The Greg- 
ory case (293 U. S. 465) is but one 
instance of the Court’s evident in- 
tent to look through form to sub- 
stance just as far as possible. The 
Supreme Court’s decisions and its 
actions in granting or denying re- 
quests for writs of certiorari in tax 
cases, have much more often been in 
favor of the government than in 
favor of taxpayers. 

The recent resignation of the chief 
counsel of the Bureau of Internal 
Revenue and one of his assistants 
because of their dissent from the 
manner in which the names of tax- 
payers were to be disclosed indicates 
that the responsible law officers of 
the government were not agreed as 


to the procedure to be properly fol- 
lowed.* 

The new act is of limited scope, 
being designed primarily to plug a 
few loopholes in the federal income 
tax law. The general rate structure 
and methods of determining taxable 
net income have not been changed. 
The new act has only a limited appli- 
cation in that it will affect, with a 
few minor exceptions, only certain 
wealthy people and personal holding 
companies, domestic and foreign. 

One of the silliest provisions of 
the new act is that “any attorney, 
accountant, fiduciary, bank, trust 
company, financial institution, or 
other person who .. . aids, assists, 
counsels or advises in, or with re- 
spect to, the formation, organization 
or reorganization of any foreign 
corporation shall [within a specified 
time] file with the Commissioner a 
return... of... such information 
as the Commissioner . . . prescribes 
as necessary for carrying out the 
provisions of this Act.” It doesn’t 
require a very vivid imagination to 
see all kinds of difficulty in admin- 
istering such a loosely drawn, am- 
biguous and unusual provision. The 
inclusion of it in the Act is all the 
more surprising as the desired in- 
formation could have been more 
readily and effectively obtained by 
other means. 


* Dorothy Thompson made the following com- 
ment in her column, “On the Record,” in the 
New York Herald Tribune: ‘“‘We have seen the 
Treasury Department called upon to make a bally- 
hoo punitive campaign against those whom the 
Administration chooses to regard as its enemies, 
and we have seen one of its officials resign on the 
ground that to participate in such a campaign 


was an infringement of his oath of office.” 
































Especially astonishing is the re- 
quirement that such information 
returns be made 
January 1, 1934. It seems strange 
enough to require accountants to 
make returns with respect to trans- 
actions which they obviously cannot 
control or consummate, as the incor- 
poration of either foreign or do- 
mestic corporations is not within 


retroactively to 


the scope of their activities or pow- 
To make the requirement 
retroactive to matters of years past, 
when discussions may have been of 
the most casual nature, makes it all 
the more absurd. 


ers. 


It is interesting to note the provi- 
sion that “nothing in this section 
shall be construed to require the di- 
vulging of privileged communica- 
tions between attorney and client.” 
It raises the nice question as to how 
far it may go to relieve an attorney 
from making the required informa- 
tion returns, especially if he only 
“aids, assists, counsels or advises” 
with respect to the formation of a 
foreign holding corporation but does 
not handle the actual incorporation 
thereof, as that would normally be 
done by an attorney in the country of 
incorporation. May the aid, as- 
sistance, counsel or advice to the cli- 
ent be deemed to come within the 
scope of “privileged communications 
between attorney and client” ? 

The leading article in this issue of 





Editorial 


is devoted to a brief 


our JOURNAL 
description of the more significant 
changes brought about in the federal 
income tax law by the Revenue Act 
of 1937. 





Horse Racing and Taxation 


Although the editor of the 
L. R. B. & M. JourRNAL has never 
been a racing enthusiast, and es- 
pecially not in the sense of laying 
bets on the ponies, he was never- 
theless interested in and consider- 
ably entertained by a _ jurist’s 
definition of horse racing as it ap- 
peared in Judge Faris’ decision in 
the case of Lows W. Hill v. 
Commissioner (U. SS. Circuit 
Court of Appeals, Eighth Circuit, 
decided March 16, 1937): 


In the behavior and philosophy of the 
human race the norm of motivation to 
conduct is rarely constant. One person 
may spend thousands in contributing to 
educational, or charitable, purposes 
solely for the personal pleasure and 
gratification which the making of the 
gifts affords to him; while another may 
spend, or waste, according as it may be 
viewed, thousands in concrete efforts 
to ascertain which of two or more 
specimens of the genus equidae shall 
demonstrably exhibit the greater com- 
parative rapidity in passing from one 
given point to another given point. In 
either case, the money being spent by, 
is used for the benefit of, him who thus 
gets rid of it. 
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Fall Outing of New York Office 


The annual fall golf and tennis 
outing of the New York office was 
held on Tuesday, September 14, 
1937, at the Westchester Country 
Club, Rye, N. Y. This event is al- 
ways pleasantly anticipated, the pre- 
tournament days being filled with 
match making and its accompany- 
ing stroke strategy. It was, there- 
fore, a blue Monday when the day 
before the outing brought a hard 
northeast storm. Talk turned to 
the probability of the tournament 
developing into one of African golf 
and the books were thumbed to brush 
up on the rules covering casual 
water. 

Much to everyone’s surprise, 
Tuesday dawned bright and clear 
but with a hard wind blowing. The 
course was in fine condition with no 
vestige of the previous day’s storm. 
Informal matches were made on the 
first tee and practice rounds started, 
everyone hoping to get all the bad 
strokes out during the morning 
round. Reports have it that the 
scores soared with the wind and sto- 
ries were heard of No. 2 irons being 
brought out to reach greens 140 
yards away. 

The entire group of golfers, ten- 
nis players and spectators assembled 
in the club grill for lunch where most 
of the talk consisted of alibis for the 
morning round and hopes for the 
afternoon. After lunch the wind had 
died down and playing conditions 


were perfect. [foursomes had been 
prearranged in groupings of ap- 
proximate skill and 78 golfers left 
the tee in quest of the cup emblem- 
atic of the office championship. The 
pressure of card and pencil took its 
usual toll and many were the tales 


of excursions to the woods and 
rough. When the last foursome 


wearily straggled in under the set- 
ting sun and the scores were duly 
tabulated, checked and rechecked it 
was found that Mr. R. L. Dickson 
was the cup winner with a very fine 
net 73. Three other prizes were 
awarded for low net scores in handi- 
cap classes A, B, and C, the respec- 
tive winners of these being Mr. W. 
R. Staub with 74, Mr. N. C. Gee 
with 74 and Mr. D. D. Pierce with 
83. 

While the links devotees were 
struggling on the greens the tennis 
courts were filled with bounding 
balls and flashing racquets. No 
news has leaked out as to the results 
of the matches, but rumor has it 
that Don Budge’s crown is in no 
danger. 

At 7 P. M. the entire company, 
showered and refreshed, and the 
day’s tribulation forgotten, sat down 
to a very enjoyable dinner. As is 


usual at these outings, there were no 
formal speeches. Mr. Sinclair in his 
own inimitable manner presented the 
prizes to the winners, and Colonel 
(Concluded on page 28) 






































At the annual meeting of the Na- 
tional Association of Cost Account- 
ants held in Hot Springs, Va., on 
June 23, Mr. Marsh was elected 
president of the Association. This 
high honor is a recognition of the 
long and effective service he has ren- 
dered to the cause of better cost ac- 
counting in general and the N, A. 
C. A. in particular. 

The following paragraph taken 
from the report of the Nominating 
Committee indicates his years of 
service to the Association : 


Mr. Marsh needs no introduction to 
cour membership. He has been a mem- 
ber of the National Board since 1932, 
and served as Director in Charge of Re- 
search for the year 1932-1933, as Direc- 
tor in Charge of Lectures for the years 
1933-1935, and as Director in Charge 
of Chapters for the year 1935-1936. He 
has also served as Vice-President for 
the past two years. He was General 
Chairman of the Convention Committee 
for the Pittsburgh convention in 1931, 
and acted as Chairman of the Conven- 
tion Technical Program Committee in 
1933. Before his election to the Na- 
tional Board, he served the Pittsburgh 
Chapter as a director for the years 1924- 
1927, as Vice-President for the years 
1927-1929, and as President in 1929- 
1930. Mr. Marsh is resident partner of 
Lybrand, Ross Bros. & Montgomery, 
Pittsburgh, Pa. 


At the same meeting Mr. John 
W. Conrad was elected a director of 
the Association. The Nominating 
Committee’s reference to his past 





Notes 


relation to the Association was as 
follows: 


Mr. Conrad served the Rockford 
Chapter as Vice-President in 1930-1931, 
as Director in Charge of Meetings in 
1931-1932, and as President in 1932- 
1933. He is Manager of the Rockford 
office of Lybrand, Ross Bros. & Mont- 
gomery. 





At the May meeting of the Boston 
Chapter of the National Association 
of Cost Accountants, Mr. Sweet was 
one of two speakers who discussed 
various bases of inventory valua- 
tion. The base stock principle re- 
ceived especial attention, it being 
both commended and criticized in the 
course of the discussion. 





Mr. Russell, who had been very 
active in the Philadelphia Chapter of 
N. A. C. A. during the time he lived 
in that city, has continued his interest 
and activity since moving to Detroit. 
He has recently been elected Presi- 
dent of the Detroit Chapter. 





Mr. Marshall A. Granger and 
Mr. A. R. Kassander of our New 
York staff are, respectively, Director 
of Membership and Associate Di- 
rector of Publications of the New 
York Chapter of the N. A. C. A. for 
its 1937-1938 season. 





Thomas J. Cogan and John R. 
Jacobsen of our New York office 








were recently admitted as members 
of the American Institute of Ac- 
countants. 

The following members of the 
staffs of our various offices have 
passed the C. P. A. examinations of 
their respective states : 

Frank T. Allen, Jr., Houston 

R. L. Dickson, New York 

E. J. Taylor, New York 

Kenneth D. Thompson, Cleveland 





As in the case of the annual re- 
ports of Associated Dry Goods Cor- 
poration for a number of years past, 
its annual report for the year ended 
January 31, 1937 has been trans- 
lated into the Dutch language and 
distributed by the Administration 
Office in Amsterdam. We commend 
the reading of our certificate in 
Dutch as a sturdy mental exercise. 





an “Installment 
which appeared in the 
Robert Morris Associates’ monthly 
bulletin, the first installment pur- 


chase is referred to as follows: 


In article 
Financing,” 


on 
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“In the book of Genesis, Chapter 29, 
Verse 18, we read: 


‘And Jacob loved Rachel and said (to 
Laban, her father) “I will serve thee 
seven years for Rachel, thy younger 
daughter,” and again, in Verse 20, “And 
Jacob served seven years for Rachel 
and they seemed unto him but a few 
days for the love he had to her.’ 


and here, gentlemen, is the earliest ac- 
count we find of installment buying or 
consumer credit which some of us today 
are looking upon as a new and promis: 
ing field. 

“Many other evidences of installment 
selling have been found in ancient 
Babylonia, Phoenicia, Egypt, and 
Rome, and the Franciscan monks car- 
ried on a substantial small loan busi- 
ness in Italy during the 15th Century.” 





Fall Outing of New York Office 
(Continued from page 26) 


Montgomery made a few remarks 
concerning the Fiftieth Anniversary 
celebration of the American Institute 
of Accountants to be held in New 
York on October 18-21. At not too 
late an hour all had departed with 
memories of a very pleasant day and 
with anticipation of the next outing. 
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